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MEMORANDUM FOR:  All Participants in G nnie Mae Prograns

FROM George S. Anderson, Executive Vice President

SUBJECT: Settlenent of G nnie Mae Securities Through
the Federal Reserve

PURPCSE:

The purpose of this release is to share with our issuer
comunity information on the recent joint announcenent by The
Bond Market Association (“Bond Market”), G nnie Mae, Federa
Reserve Banks (“FRBs”), and The Depository Trust & C earing
Corporation (“DTCC’) comrunicating the G nnie Mae Conversion
Subconmittee’s (“Subconmittee”) plan to mgrate the settl enent of
G nnie Mae securities to the FRBs. Included in the
i npl enentation plan is the rollout of new functionalities (fai
tracking, interimaccounting and repo tracking) that wll be
i npl enented on FRBs’ Fedwire system Froma G nnie Mae issuer
standpoint, this effort should have m ninmal inpact on the
operations aspect of your organization. There nay be sone
changes that your conpany will need to nmake in order to continue
issuing Gnnie Mae securities, as well as to continue neeting its
i ssuer responsibilities as el aborated bel ow under the headi ng
“I npact on G nnie Mae |ssuers”

BACKGROUND:

Early |l ast year, the Bond Market fornmed a G nnie Me
Settl enment Task Force (the “Task Force”) to discuss the
feasibility of transferring the settlenent of G nnie Me
nor t gage- backed securities (“MBS’) from DICC to the FRBs, where
bot h Fannie Mae and Freddie Mac securities are settled and
cleared. The Task Force is conprised of relevant market
participants which include broker-deal ers, Bond Market staff, The



Mort gage Bankers Association of Anerica (“MBA’), G nnie Me,
FRBs, DTCC, clearing banks, and custodi al banks.

Concurrent with the Task Force study, G nnie Mae approached
several of its industry partners in the capital markets area
(Wall Street) regarding noving the settlenment and cl earing of
G nnie Mae securities to the FRBs. The feedback G nnie Me
recei ved was very positive. Through these efforts, it becane
apparent to G nnie Mae that settling G nnie Mae securities
t hrough the FRBs coul d acconplish the following: shorten the
securities settlenent processing tine and the tine it takes for
beneficial holders of Gnnie Mae | securities held in depository
formto be paid their nonthly principal and interest paynents;
increase the attractiveness of G nnie Mae securities to foreign
i nvestors; and bring econom es of scale by having all MBS settled
and cl eared through one entity.

In May of |ast year, G nnie Mae announced to the financia
industry its decision to nove the settlenent of G nnie Me
securities to the FRBs. The Bond Market supported G nnie Mae' s
deci sion, provided that fail tracking, interimaccounting and
repo tracking functionalities were inplenented on FRBs’ Fedw re
systemas part of this effort.

G nni e Mae Conversi on Pl an:

Subsequent to G nnie Mae’s announcenent, the Task Force
formed the G nnie Mae Conversion Subconmttee to devel op a
conversion plan setting forth conversion details and an
i npl enentation schedule. Attached for your information is the
G nni e Mae Conversion Plan (“Conversion Plan”) devel oped by the
Subcomm ttee that provides details on the new functionality that
will be nmade avail able on FRBs’ Fedwire system The Conversion
Plan also reflects the tinmetable for converting G nnie Me
securities fromDITCC to the FRBs. As reflected in the Conversion
Plan, G nnie Mae securities will be mgrated to the FRBs over
several nonths starting in October 2001, with all securities
bei ng converted by Decenber 2001. The Conversion Plan includes
alternative conversion dates in the event they are needed. The
Subcomm ttee will periodically update the financial industry on
t he Conversion Plan, as appropriate.

| npact on G nnie Mae |ssuers:

G nnie Mae will be nmaking changes to its processes and
systens in order to facilitate the conversion of existing G nnie
Mae securities to the FRBs and to accommodate the settl enent of
new securities through the FRBs. These changes nmay have an
i npact on your organi zation. Therefore, we strongly reconmend
that the appropriate staff in your organization fully assess the



i nformati on being provided in this announcenent to determ ne the
i npact on your organization.

Pool Processing

G nnie Mae wll be nodifying its G nni eNET pool delivery and
reporting systemto enable issuers to identify the clearing
bank for settling G nnie Mae securities with the FRBs. Due
to the volune of pools and related hol dings that wll be
required to be converted from DTCC to FRBs, existing
securities will be converted by product type/coupon rate as
| aid out in the Conversion Plan. Once a security product

t ype/ coupon rate has been converted to the FRBs, all new
securities issued for that security product type/coupon rate
will be settled through the FRBs. Because the conversion

wi |l take several nonths to conplete, during the conversion
period, it is possible that issuers will be settling certain
securities through DTCC while other securities will be

settled through the FRBs, depending on the product

type/ coupon rate being issued. During the conversion
period, issuers will be required to input both the contra
account (settlenents at DTCC) and clearing bank information
(settlenments at FRBs) into G nnieNET. Gnnie Mae’'s Poo
Processing Agent will direct the delivery of MBS pools to

t he appropriate depository based on the conversion
timetabl e.

Mont hly Principal and Interest Paynents

The FRBs require that all security hol der paynents be nade
electronically. During the conversion period, two ACH Debit
paynents will be processed each nonth, one for securities
hel d at DTCC and anot her for securities held at FRBs. To
assure that both DTCC and the FRBs receive their paynents
tinmely during and after the transition period, all issuers
wll be required to make their G nnie Mae | paynent by ACH
Debit starting with the Cctober 15, 2001 paynent. Simlar
to the Gnnie Mae Il Program G nnie Mae' s agent, Chase
Manhattan Bank, will notify issuers of the anount of
principal and interest to be paid by ACH Debit to both DTCC
and FRBs for Gnnie Mae | securities. Principal and
interest paynents will be cal cul ated based on the reported
out standi ng principal bal ance reported on the pools serviced
by each issuer. As securities are converted to the FRBs,
their related principal and interest paynents will be paid
to the FRBs. Please note that on Monday, February 26, 2001,
G nni e Mae published a proposed rule in the Federal Register
for conmment to require all Gnnie Mae | security hol der



paynments for securities held in depository formbe nmade in
i mredi ately avail able funds, as directed by G nnie Me.

Rem ttance Advice Reporting

For securities held by DICC, you will be advised by G nnie
Mae's Central Registry and Transfer Agent when the security
has been converted from DTCC to the FRBs. The security

hol der’s name on fornms HUD 11714, |ssuer’s Monthly

Rem ttance Advice and HUD 11714-SN, |ssuer’s Monthly Seri al
Note Rem ttance Advice, nust reflect the Federal Reserve
Bank of New York (“FRBNY”) when advi sed of the conversion.

Serial Note Pools

To give holders of G nnie Mae serial note pools the
flexibility to finance their portfolios nore efficiently,
G nnie Mae will be maki ng changes to the issuance process.
Details on this part of the Conversion Plan will be
forthcom ng.

Benefits To Be Derived From This Change:

as

We believe that the follow ng i nprovenents will be realized
result of this change:

The settlenment of G nnie Mae securities should take place no
| ater than the end of day two conpared to the norning of day
three. This assunes that the issuer is in good standing,
has adequate G nnie Mae conm tment authority to issue the
security, and the loans are eligible to be pooled. This
should result in lower financing costs for issuers;

Paynments to beneficial holders of Gnnie Mae | securities
hel d in depository form will be nade on the 15'" day of the
month instead of the 16th day of the month (assumes the 15'"
day of the nonth is a business day). This should favorably
affect the pricing of G nnie Mae securities;

G nnie Mae | ACH Debit will elimnate any differences

bet ween what issuers report to be paid to security hol ders
versus the paynment to the Depository. This inprovenment wll
provide nore certainty to the nortgage-backed securities

mar ket, whi ch should favor the pricing of G nnie Me
securities;

G nnie Mae securities will be nore attractive to foreign
investors. This should create a higher denmand for G nnie



Mae securities, increasing the |ikelihood of better pricing;
and

5. Al'l nortgage-backed securities will be settled on the sane
Depository allowi ng for econom es of scale with respect to
depository fees.

Sunmary:

We appreciate your support and cooperation in this very
inmportant effort. W want to work with you to nake this change
as snmooth as possible. |If you have any questions concerning the
Conversion Plan, please direct themto either Rob Fry at
(202) 401-8970 or Tom Weakl and at (202) 708-2884, G nnie Mae's
representatives to both the Task Force and Subcomm ttee. Al so,
pl ease feel free to contact your Account Executive in the Ofice
of Custoner Service at (202) 708-1535 or the Ofice of
Multifamly Prograns at (202) 708-2043 with any concerns or
i ssues you nmay have regarding this initiative.

At t achnment|
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